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Dear * * * * ******r 

This Is a final adverse determination as to your exempt 
status under sect ion 501 (c) (3) of the Internal Revenue Code. 

Our adverse determination was madw for the following 
reason(e1 a Section 1.501 (C;(3)-l(d)(l) (ii) of the Income Tax 
Regulations states that an organization is not organized or 
operated for section 5 0 1 ( c ) ( 3 )  purposes unless it Berver; public 
rather than private interests. 

Therefore, to meet the requirements o f  this section, the 
organization must establish that St is not organized or operated 
for the benefit of private interests such as designated 
individuals, the creator or his family shareholders o f  the 
organization, or persons controlled directly or indirectly by 
sucl? private interests. Even when an organization has an exempt 
purpose, it will not be considered to be operating exclu~ively 
for such a purpose if more than an insubstantial part of ita 
activities serve a private individual or interest. 

C.5 charitable organization or trust must be set up for- the 
benefit; o f  an indefinite class of individuals, not for specific 
persons. R trust or corporation organized and operated for the 
benefit o f  opecific individuals is not ~ h a r i t a b l ~ ,  regardless of 
any established financial need. 



Although y o u r  o r g a n i r n t i o n a l  document  i n d i c a t e s  tihat your  
p u r p o s e ,  is t o  a i d  r h  i l d r e n  found  i n  simi l a r  c i r c u m s t a n c e s  t o  
* * * * *  ,  * *  * * * * * * * * * ****** , t h e r e  is no e v i d e n c e  o f  o n g o i n g  
a c t i v i t y  t o  a i d  o t h e r  t h a n  * * * * *  ,  The f u n d s  t h u s  f a r  c a l l e e t e d  
and p l a n n e d  f o r  the n e x t  f i v e  y e a r s  h a v e  b e e n  ea rmarked  f o r  t h e  
e d u c a t i o n  o f  t h i s  o n e  c h i l d .  C o n s e q u e n t l y ,  you have n o t  
demonstrat~d that y o u r  o p e r a t i o n  serves a p u b l i c  r a t h e r  t h a n  a 
pr i v a  t o  b s n e f  i  t . 

Cont r  i b u t i o n r j  t o  your o r g a n i z a t i o n  are n o t  dct.?uct i b l e  u n d e r  
Code s e c t i o n  170. 

You are ,  r e q u i r ~ c l  t o  f i l e  Federal  income t a x  r e t u r n s  un t h ~  
fo rm i n d i c a t e d  a b a v e .  D a m d  on t h e  f i n a n c i a l  i n f o r m a t i o n  you 
f u r n i s h e d ,  i t  a p p e a r s  t h a t  r e t u r n s  s h o u l d  be f i l e d  f a r  t h e  a b a v a  
years. You s h o u l d  f  i l e  these r e t u r n s  w i t h  our  key D i s t r i c t  
D i r e c t o r ,  EP/EO D i v i s i o n ,  w i t h i n  30 days fo rm t h e  d a t e  o f  t h i s  
letters unless a r e q u m t  f o r  an e;rtiznsioi-i o f  time is g r a r l i s d .  
Procesainq of income t a x  r e t u r n s  and assessment ;  o f  a n y  t a x e s  d u e  
w i l l  n o t  be d e l a y e d  becaut ie  you have f i l e d  a p e t i t i o n  f o r  
d e c l a r a t o r y  judgement under  Code s e c t i o n  7428. You s h o u l d  f in .2  
r e t u r n s  f o r  l a t e r  t a x  yrdates w i t h  t h e  a p p r o p r i a t e  service c e n t e r  
shown i n  the i n s t r u c t i o r i s  f o r  those r e t u r n s .  

I f  you decide t o  c o n t e s t  t h i 5  d e t e r m i n a t i o n  u n d e r  t h o  
d e c l a r a t o r y  judgment p r o v i s i o n s ;  o f  Code s a c t i a n  7428, a p e t i t i o n  
t o  thcs U n i t a d  S t a t e s  Tax C o u r t ,  tlie U n i t e d  S t a t e s  C w r t  of' 

C l a i m s ,  o r  t h e  d i s t r i c t  c o u r t  o f  t h e  U n i t e d  S t a t e s  for t h e  
D i h i t r i c t  of Columbia must be f i l e d  w i  t h i r r  90 d a y s  from t h e  date 
t h i s  d e t e r m i n a t i o n  war, il lailed t o  you. C o n t a c t  t h e  clerk a7 t h s  
appropriate c o u r t  f o r  rules f o r  f i l i n g  p e t i t i o n e r s  f o r  
declarahYory judgment. 

We w i l l  n o t i f y  t h e  a p p r o p r i a t e  S t a t e  o f f i c i a l s  o f  t h i s  
a c t i o n ,  as: r e q u i r e d  b y  Coda s e c t i o n  6104(c). 

I f  you have any questions, p l e a s e  c o n t a c t  t h e  purscn whose ' ' .  

name and t e l e p h o n e  number a re  shown i n  t h e  h e a d i n g  o f  t h i s  
letter.  

S i n c e r e l y  y o u r s ,  
** * 

* * * * * * * * **  ******* 
Assoc i a t e  C h i e f  

**********  f c Ragional Clppsrelc O f f  **  
***** ****** ****** ***** ******************* **** ***** 
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Dear Applicant: ,I 

We have completed our reviei ;  of your a p p l i c a t i o n  f o r  r e c o g n i t i o n  of 
exemption f r o m ' ~ e d e r a 1  income t a x  under s e c t i o n  501 ( c j  ( 3 )  of t h e  I n t e r n a  
Revenus Code. 

Your o rgan iza t ion  was formed under A r t i c i e s  of I n c o r p o r a t i o n  on **** * *   
**** i n  t h e  S t a t e  of **** * * * *   f o r  t h e  purpose of b r i n g i n g  t o  t h e  Uilited 
S t a t a s  of A~nerica f o r  a  secondary ,  qraduati! a n d l o r  y o s t  g r a d u a t e  
educa t ion ,  qua)'.if i e d  i n d i v i d u a l s  who would be unable  t o  o b t a i n  such  
e d u c a t i o n a l  o p i b r t u n i  , i e s  due, t o  p r e j u d i c e ,  p o v e r t y  o r  war i n  t h e i r  n a t i  
coun t ry .  

To d a t e ,  t h e  a c t i v i t i e s  of the  o r g a n i z a t i o n  have c e n t e r e d  around the  
concern  of br inging  * *  ******  ** * *  * * * * * * * t  of your o r g a n i z a t i o n  t o  ' 
. the  United S t a t e s  from * *  ****  . This  c h i l . d f s  l i f e  has  been endangered 
by p r e j u d i c e  aga ins t  t h e  mino r i t y  t o  which he be longs .  Schools  f o r  him 
h i ?  l and  a r e  no longe r  opon.  Th i s  c h i l d  i s  now i n  t h e  U n i t x l  S t a t e s  a n d  
' a t t end ing  school .  

. . 
You i n d i c a t e  t h a t  your f u t u r e  a c t i v i t i e s  may c o n s i s t  of f u n d r a i s i n g ,  ! .  

,,.;: i: q @ 
s o l i c i t a t i o n  of s c h o l a r s h i p s ,  t e s t i n g  ch i ld ren  f o r  e l i g i b i l i t y  f o r  your i . 
program and provis ion  of t r a v e l  and c o l l e g e  expense f o r  t h e  i n d i v i d u a l  

, Your income has been d e r i v e d  from contributions, a  f u n d r a i s i ~ q  caba re t  
event  and ope ra t ion  of a concession s t and .  

., Your expenses have c o n s i s t e d  of t r a v e l ,  t u i t i o r ~ ,  s c h o c l  s u p p l i e s ,  h e a l t h  '. 

i n su rance  f o r  t he  * * * * * * * * * ******  and o p e r a t i o n a l  c o s t s  of goods so 
a t  f u n d r a i s i n g  e ~ e n t c .  

Sec t ion  701 1c) ( 3 )  of t h e  I n t e r n a l  Revenue Code p rov ides  f o r  the exempt 
.. ,:- _ ,  f r o r .  ~eckra.1 income t a x  of organiza ' t ions organized  and o p e r a t e d  

:.: - e x c l u s i v e l y  for c h a r i t a b l e ,  t?+ucat ional  and ocher  s t a t e d  pu rposes ,  n o ,  
. o f  t h e  net earn ings  of 'which i n u r e s  t o  t he  b e n e f i t  of any p r i v a t e  . , 

sha feho lde r  or i n d i v i d u a l .  
. , . ., 

, . 
. ,  . 

I .' ,-, : 
. . . . 
A', . ' . ,. . . .  . 
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***** ***********  ***  
** **** * * * * *  ******** 
********** 

S e c t i o n  1.501 ( a )  - (1) (c l  d e f i n e s  p r i v a t e  sha reho lde r  o r  i n d i v i d u a l  a s  
pe r sons  having a  p r i v a t e  i n t e r e s t  i n  the a c t i v i t i e s  of t he  o r g a n i z a t i o n .  
To be exempt a s  an o rgan iza t ion  desc r ibed  i n  s e c t i o n  5 0 1 ( c )  (31 ,  an 
organizf t t ion  must be both organized  and ope ra t ed  e x c l u s i v e l y  f o r  one o r  
more purposes s p e c i f i e d  i n  s e c t i o n  1.501 ( c )  (3 )  -1 (a )  (1) . I f  any 
o r g a n i z a t i o n  f a i l s  t o  meet e i t h e r  t h e  o r g a n i z a t i o n a l  , o r  o p e r a t i o n a l  t e s t ,  
i t  i s  not: exempt. 

' , 

S e c t i o n  1 ,501  ( c )  (3) - -1  (d[#ii.! of t h e  Inconle Tax  Regula t ions  s t d t e s  t h a t  an 
. . 

o r g a n i z a t i o n  i s  not organiz-:d o r  ope ra t ed  f o r  s e c t i o n  501 ( c )  (3 )  purposes ,, 

u n l e s s  i t  s e r v e s  pub l i c  r a t h e r  than p r i v a t e  i n t e r e s t s .  

Tlia~eEore, t o  meet t h e  requirements  o i  t h i s  s e c t i o n ,  the  o r g a n i z a t i o n  must 
e s t a b l i s h  t h a t  i t  i s  not organized  o r  opera ted  f o r  t he  b e n e f i t  of p r i v a t e  
i n t e r e s t s  such a s  des igna ted  i n d i v i d u a l s ,  t he  c r e a t o r  o r  his f ami ly ,  ;. 
s h a r e h o l d e r s  of the o r g a n i z a t i o n ,  o r  persons c o n t r o l l e d  d i r e c t l y  o r  
i n d i r e c t l y  by such p r i v a t e  i n t e r e s t s .  Even when an o r g a n i z a t i o n  has an 
exempt purpose,  i t  will not  be cons idered  t o  be o p e r a t i n g  e x c l u s i v e l y  f o r  
such  a purpose i f  more than an i n s u b s t a n t i a l  p a r t  of i t s  a c t i v i t i e s  s e r v e  
a  p r i v a t e  i n d i v i d u a l  o r  i n t e r e s t ,  

A c h a r i t a b l e  o rgan iza t ion  o r  t r u s t  must be s e t  up f o r  t h e  b e a e f i t  of an 
i n d e f i n i t e  c l a s s  of i n d i v i d u a l s ,  n o t  f o r  s p e c i f i c  persons .  A t r u s t  o r  
c o r p o r a t i o n  organized  and opera ted  t o r  the  b e n e f i t  of s p e c i f i c  ind: ividuals  
i n  not  c h a r i t a b l u ,  r e g a r d l e s s  of any e s t a b l i s h e d  f i n a n c i a l  need. 

~ e v e n u e  Ruling 67-367, Cumulative B u l l e t i n  1967-2, page 188 s t n t e s  t h a t  
when an o r g a n i z a t i o n  i s  e s t a b l i s h e d  t o  provide s c h o l a r s h i p s  t o  needy 
s t u d e n t s ,  t he  i n d i v i d c a l s  r e c e i v i n g  t h e  d i s t r i b u t i o n s  from t h e s e  funds 
cannot  ba p r e - s e l e c t e d  or s p e c i f i c a l l y  named i n d i v i d u a l s  s i n c e  th i s  type  
of d i s t r i b u t i o n  s e r v e s  the p r i v a t e  i n t e r e s t s  of t h e  i n d i v i d u a l s  r a t h e r  
than  p3bli.c b e n e f i t  a s  r equ i r ed  by s e c t i o n  501(c)  ( 3 1 .  

In Wendy L.  Parker  ~ehabilitation~oundation, I n c .  v .  Commi~sicrrer,  52 
TCi'S, 1986-348, a  nonprof i t  t r u s t  p rovid ing  ca re  and t r ea tmen t  of coma 
v i c t i m s  i n  va r ious  s t a g e s  of recovery  was denied  exemption from t a x a t i o n .  
In  t h i s  c a s e  a  s u b s t a n t i a l  amount of the  o r g a n i z a t i o n ' s  funds  were uscd t o  
pay f o r  t h e  medical expenses of Wendy Parker ,  t h e  Z?!\gl,tar of t he  founders  
an? c r e a r s r s  of t he  o rgan iza t ion .  The c o u r t  r i~? ,ed  t h a t  the  o r g a n i z a t i o n  
f a i l e d  t o  met  the  p r i v a t e  inurement t e s t  of s s c t i o n  501 ( c )  ( 3  1 nince  t h e  
p i y n e r t  nf b e n e f i t s  f o r  the  c a r e  of Wendy Parker  c o n s t i t u t e d  inurement of 
bec?f  i cs tc s p e c i f i e d ,  p r i v a t e  i n d i v i d u a l .  



***** ***********  ***  
** * * * * *****  ******* * * 
********** 

******   t h e r e  is no evidence of ongoing a c t i v i t y  to  a i d  o t l ld r  t h a n  
*****  ,  The funds thus  far co l l ec ted  and plbnned f o r  the n e x t  five years  
have been earmarked for the e d u c ~ t i o n  of t h i s  one c h i l d .  Consequently, 

you  have n o t  demonstrated that  your operation serves a public rather than 
a p r iva te  bene f i t ,  

Based on t h e  i n f  ormatioil submitted, Ire have determl.nec1 t h a t  you are not 
e n t i t l e d  t o  cxemption under sect ion 501(c) ( 3 )  of the Internal  Revenue Code 
and are a t axab l -e  e n t i t y ,  You clra required to f i l e  Federal ,  i;~eomu t a x  
re turns  on Form 1120. 

If you do not agrce  v i t h  our determination,  you may reqtlest considerat ion 
of t h i s  matter  by the Of f l c ~  of Regionai Di rec to r  of Appeals, To do t h i s ,  

f i le  your appeal and you will be contacted t o  arrange a date, The hearing 
may be he ld  at t h e  regional o f f i c e ,  o r ,  i f  yo11 reques t ,  at  any m u t u n l l y  
convenient d i s t r i c t  of t i c e .  1 f yau will be represented by someone who i s  
not one of your p r i n c i p a l  o f f i c e r s ,  that  person w i l l  naod to f f  l e  a power 
of a t t o r n e y  or tax inlormation author izat ion with us. 

If you do n o t  appeal. t h i s  determination wi thin  30 days from t h e  date of 
' : t h i s  l e t t e r ,  as explained i n  the  enclosed Publ icat ion 592, t h i s  will 

become f i n a l  and a copy of t h i s  l e t t e r  will he s e n t  to  t h e  appropr ia te  
s t a t e  o f f i c i a l s  i n  accordance with sect ion 6104(c) of t h e  Internal Revenue 
Code. Further,  i f  you do not appeal th is  determination within t h e  time 
providod, i t  will bo corlsidcred by t h e  In te rna l  Revenue Service as a 
f a i l u r e  t o  exhaust avai lable  adininis t r a t i v e  remedies, Section 7428 (b) ( 2 )  
of t h e  In te rna l  Reyenue Code provides ,  i n  p a r t ,  t h a t ,  "A declaratory 
judgment o r  decree under th i s  s e c t i o n  shall not be i s sued  i n  a n y  
yroceeding unless  the Tax Court, the C l a i m s  Court ,  or t h e  d i s t r i c t  court 
of t h e  United S t a t e s  f o r  the D i s t r i c t  of Columbia determines t h a t  the 
organizat ion involved has exhausted admis ia t ra t ive  remedies avai lable  t o  " it  w i t h i n  t h e  In te rna l  Revenue Service." 

S i n c e r e l y ,  ..,, , , 

D i s t r i c t  Director 

Enclooure: Publication 592 

cc: State At to rneyGenera l  **** 


